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2001 Instructions for Form 541

California Fiduciary Income Tax Return

References in these instructions are to the Internal Revenue Code (IRC) as of January 1, 1998, and to the California Revenue and Taxation Code (R&TC).

General Information

Federal/State Conformity. In general, California
law conforms to the Internal Revenue Code
(IRC) as of January 1, 1998. However, there are
continuing differences between California and
federal law. California has not conformed to
most of the changes made to the IRC by the
federal Internal Revenue Service Restructuring
and Reform Act of 1998 (Public Law 105-206)
and the Ticket to Work and Work Incentives
Improvement Act of 1999 (Public Law 106-170).
California has not conformed to any of the
changes made by the Tax and Trade Relief
Extension Act of 1998 (Public Law 105-277), the
Miscellaneous Trade and Technical Corrections
Act of 1999 (Public Law 106-36), the FSC
Repeal and Extraterritorial Income Exclusion Act
of 2000 (Public Law 106-519), the Consolidated
Appropriations Act of 2001 (Public Law 106-
554), and the Economic Growth and Tax Relief
Reconciliation Act of 2001 (Public Law 107-16).

Internet Access. You can download, view, and
print California tax forms and publications. Go to
our Website at: www.fth.ca.gov

Access other state agencies' websites through
the State Agency Index on California's Website
at: www.ca.gov

What’s New

« Starting this year, estates and trusts with
business income must now include the
principal business activity (PBA) code on the
Form 541, California Fiduciary Income Tax
Return.

e The Solar Energy System Credit is available
from January 1, 2001 until January 1, 2006.

« Amounts received as rebates or vouchers
from a local water agency, energy agency, or
energy supplier for the purchase and
installation of water conservation appliances
and devices are excluded from income.

e Grants paid to eligible low-income individu-
als to construct or retrofit buildings to be
more energy efficient are excluded from
income.

* Contributions can now be made to the
California Chapters of the Lupus Foundation
of America on the return.

e The Joint Strike Fighters Credit is available as
of January 1, 2001.

e California tax law has partially conformed to
the real estate investment trust (REIT)
provisions of the Ticket to Work and Work
Incentives Improvement Act of 1999 (Public
Law 106-170) as of January 1, 2001.

A Purpose
Fiduciaries use Form 541 to:
< Report income received by an estate or trust;

e Report income that is accumulated or
currently distributed to the beneficiaries;

« Report any applicable tax liability of the
estate or trust; or

* File an amended return for the estate or trust.

A fiduciary includes a trustee of a trust including
a qualified settlement fund, or an executor,
administrator, or person in possession of
property of a decedent’s estate.

For taxation purposes, a trust will generally be
regarded as a separate entity. However, if there is
an unlawful shifting of income from the individual
who has earned that income to a trust, the trust
will not be treated as a separate entity. The
income will be taxed to the individual who earned
the income. If the individual establishing the trust
has a substantial ability to control the assets, all
of the income will be taxed to that individual.
Deductions of personal living expenses by an
individual or trust is not allowed unless specifi-
cally allowed by the California Revenue and
Taxation Code (R&TC) and the IRC.

B Who Must File

Decedent’s Estate. The fiduciary (or one of the
joint fiduciaries) must file Form 541 for the
estate of a decedent that has:

e Gross income for the taxable year of more
than $10,000 (regardless of the amount of
net income);

< Net income for the taxable year of more than
$1,000; or

e An alternative minimum tax liability.

Trust. The fiduciary (or one of the joint fiducia-
ries) must file Form 541 for a trust that has:

e Gross income for the taxable year of more
than $10,000 (regardless of the amount of
net income);

« Net income for the taxable year of more than
$100; or

e An alternative minimum tax liability.

Note: Simple trusts that have received a letter
from the Franchise Tax Board (FTB) granting
exemption from tax under R&TC Section 23701d
are considered to be corporations for tax
purposes and may be required to file Form 199,
Exempt Organization Annual Information Return.
See the back cover, “Where to Get Tax Forms
and Publications.”

Nonexempt charitable trusts described in IRC
Section 4947(a)(1) must file Form 199.

Trusts described in IRC Section 401(a) may be
required to file an exempt organization return. Get
Form 109, Exempt Organization Business Income
Tax Return, for more information.

Optional Filing Methods for Certain Grantor
Trusts. The FTB will accept the optional
reporting requirements stated in federal Treasury
Regulation Section 1.671-4(b)(2).

Real Estate Mortgage Investment Conduit
(REMIC) Trust. A REMIC is a special vehicle for
entities that issue multiple classes of investor
interests backed by a fixed pool of mortgages.
Get the instructions for federal Form 1066, U.S.
Real Estate Mortgage Investment Conduit
(REMIC) Income Tax Return, for more informa-
tion. The fiduciary (or one of the joint fiduciaries)

must file Form 541 and pay an annual tax of $800
for a REMIC trust that has done business at any
time during the year.

A REMIC trust is not subject to any other taxes
assessed on this form. Attach a copy of federal
Form 1066 to the back of the completed

Form 541.

Bankruptcy Estate. The fiduciary must file

Form 541 for the estate of an individual involved
in bankruptcy proceedings under Chapter 7, 11,

or 12 of Title 11 of the United States Code (USC)
if the estate has:

e Gross income for the taxable year of more
than $10,000 (regardless of the amount of
net income);

« Net income for the taxable year of more than
$1,000; or

e An alternative minimum tax liability.

Note: IRC Section 1398 does not apply. Under
California tax law, the bankruptcy is taxed as an
estate in accordance with 11 USC Section 346(a)
and (b).

Qualified Settlement Fund (including designated
settlement fund). The fiduciary must file Form 541
for a qualified settlement fund (print “QSF” in red
at the top of Form 541, Side 1), as defined under
IRC Section 468B if:

e The court or government agency supervising
the administration of the fund is in California;
or

e The fund receives or expects to receive
income from California sources, (i.e., income
from real or tangible personal property
located in California and income from
intangible personal property with a business
or taxable situs in California).

Electing Small Business Trust (ESBT). An
election by the trustee pursuant to IRC

Section 1361 to be an electing small business
trust for federal purposes is treated as an
election by the trustee for California purposes.
No separate election for California purposes is
allowed. Any election made applies to the
taxable year of the trust in which the election is
made and all subsequent years of the trust
unless revoked with the consent of the FTB.

Qualified Funeral Trusts. Special rules apply to
the taxation of qualified funeral trusts for
trustees that elect to use these rules. For details,
get Form 541-QFT, California Income Tax Return
for Qualified Funeral Trusts.

Regulated Investment Companies (RIC) and
Real Estate Investment Trusts (REIT). If you filed
a Form 1120-RIC, U.S. Income Tax Return for
Regulated Investment Companies, or a

Form 1120-REIT, U.S. Income Tax Return For
Real Estate Investment Trusts, file Form 100,
California Corporation Franchise or Income Tax
Return, instead of Form 541. See the back cover,
“Where to Get Tax Forms and Publications.”
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Federal and State Fiduciary Forms

If the Then the fiduciary
fiduciary filed should file
IRS Form: California Form:
706 ET-1
990T 109
990PF 199
1040NR 541
1041 541
1041-A 541-A
5227 541-B

* Form 1041, U.S. Income Tax Return for
Estates and Trusts.

e Form 1040NR, U.S. Nonresident Alien
Income Tax Return. Used for filing nonresi-
dent alien fiduciary (estate and trust) federal
returns.

e Form 5227, Split-Interest Trust Information
Return. Used to report financial activities of
charitable remainder trusts, pooled income
funds, and charitable lead trusts.

e Form 1041-A, U.S. Information Return Trust
Accumulation of Charitable Amounts. Used
to report information on charitable contribu-
tions as required by IRC Section 6034 and
related regulations.

* Form 990PF, Return of Private Foundation or
Section 4947(a)(1) Nonexempt Charitable
Trust Treated as a Private Foundation.

e Form 990T, U.S. Exempt Organization
Business Income Tax Return (and proxy tax
under Section 6033(e)).

e Form 541, California Fiduciary Income Tax
Return.

e Form 541-A, Trust Accumulation Of
Charitable Amounts. Used to report a
charitable or other deduction under IRC
Section 642(c), or for charitable or split-
interest trust.

e Form 541-B, Charitable Remainder and
Pooled Income Trust.

e Form 109, California Exempt Organization
Business Income Tax Return.

e Form 199, California Exempt Organization
Annual Information Return.

C Definitions

Get federal Form 1041, U.S. Income Tax Return
for Estates and Trusts, for more information
about:

Beneficiary;

Fiduciary;

Decedent’s estate;

Simple trust;

Income required to be distributed currently;
Income, deductions, and credits in respect of
a decedent;

Distributable net income (DNI);

Complex trust;

Bankruptcy estate;

Grantor-type trust; and

Pooled income fund.

D Additional Forms You May
Have to File

In addition to Form 541, you must file a separate
Schedule K-1 (541) or acceptable substitute for
each beneficiary.

Substitute Schedule K-1 (541), Beneficiary’s
Share of Income, Deductions, Credits, etc. If
the estate or trust does not use an official FTB
Schedule K-1 (541) or a software program with
an FTB-approved Schedule K-1 (541), it must
get approval from the FTB to use a substitute
form.

You may also be required to file:

* Form 540, California Resident Income Tax
Return;

* Form 540NR, California Nonresident or Part-
Year Resident Income Tax Return (Long or
Short);

e Form 541-A, Trust Accumulation of
Charitable Amounts;

e Form 541-ES, Estimated Tax for Fiduciaries;

e Form 541-T, California Allocation of
Estimated Tax Payments to Beneficiaries;

e Form 592, Nonresident Withholding Annual
Return;

e Form 592-B, Nonresident Withholding Tax
Statement;

e Schedule P (541), Alternative Minimum Tax
and Credit Limitations — Fiduciaries;

e Federal Forms 1099-A, B, INT, LTC, MISC,
MSA, OID, R, and S; or

e Form 4800, Federally Tax Exempt Non-
California Bond Interest-Dividend Payment
Information.*

*Entities paying interest to California taxpayers
on municipal bonds that are issued by a state
other than California, or a municipality other
than a California municipality, and that are held
by California taxpayers, are required to report
interest payments aggregating $10 or more paid
after January 1, 2001. Information returns are
due on or before June 3, 2002.

E Period Covered by the Return

File Form 541 for calendar year 2001 or a fiscal
year beginning in 2001. Only trusts exempt from
taxation under IRC Section 501(a) or a charitable
trust described under IRC Section 4947(a)(1)
and estates may have a fiscal year. If you do not
file a calendar year return, you must enter the
taxable year in the space at the top of Form 541.

For estates, the moment of death determines the
end of the decedent’s taxable year and the
beginning of the estate’s taxable year. The first
taxable year for the estate may be any period of
12 months or less that ends on the last day of a
month.

F  When to File

File Form 541 by the 15th day of the 4th month
following the close of the taxable year of the
estate or trust. For calendar year estates and
trusts, file Form 541 and Schedules K-1 (541) by
April 15, 2002. If Form 541 cannot be filed by the
15th day of the 4th month (fiscal year) or April
15, 2002, (calendar year), the estate or trust has
an additional six months to file without filing a
written request for extension. However, to avoid
late-payment penalties, 100% of the tax liability
must be paid by the original due date of the
return. This also applies to REMICs that are
subject to an annual $800 tax.

If an extension of time to file is needed but an
unpaid tax liability is owed, use form FTB 3563,
Payment Voucher for Automatic Extension for
Fiduciaries, that is included in this booklet.

If the return is not filed by the extended due
date, delinquent filing penalties and interest will
be imposed on any tax due from the original due
date of the return.

File the 2001 return for calendar year 2001 and
fiscal years beginning in 2001. Fill in the tax year
space at the top of the form for a fiscal year or
short tax year return.

The 2001 Form 541 may also be used for a tax

year beginning in 2002 if:

e The estate or trust has a tax year of less than
12 months that begins and ends in 2002; and

e The 2002 Form 541 is not available by the
time the estate or trust is required to file its
tax return. However, the estate or trust must
show its 2002 tax year on the 2001 Form 541
and incorporate any tax law changes that are
effective for tax years beginning after
December 31, 2001.

A qualified settlement fund is treated as a
corporation for filing and reporting purposes and
should file its California income tax return by the
15th day of the 3rd month following the close of
the taxable year, normally March 15th. You must
attach a copy of the federal Form 1120-SF, U.S.
Income Tax Return for Settlement Funds (Under
Section 468B), and any statements or elections
required by Treasury Regulations to Form 541.

G Where to File

If an amount is due, mail the return and
payment to:

FRANCHISE TAX BOARD
PO BOX 942867
SACRAMENTO CA 94267-0001

Be sure to write your federal employer identifica-
tion number (FEIN) on all payments. Do not mail
cash.

If there is a refund or no amount is due, mail the
return to:

FRANCHISE TAX BOARD
PO BOX 942840
SACRAMENTO CA 94240-0002

Private Delivery Service. California conforms to
federal law regarding the use of certain
designated private delivery services to meet the
“timely mailing as timely filing/paying” rule for
tax returns and payments. See federal

Form 1041 for a list of designated delivery
services. If a private delivery service is used,
address the return to:

FRANCHISE TAX BOARD
SACRAMENTO CA 95827

Caution: Private delivery services cannot deliver
items to PO boxes. If using one of these services
to mail any item to the FTB, DO NOT use an FTB

PO box.

H Estimated Tax Payments

Estates and trusts are required to make quarterly
estimated tax payments. Estates and trusts,
which receive the residue of the decedent’s
estate, are required to make estimated income
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tax payments for any year ending two or more
years after the date of the decedent’s death.

| Decedent’s Will and Trust
Instrument

Do not file a copy of the decedent’s will or the
trust instrument unless the FTB requests one.

J Limitations

At-Risk Loss Limitations. Generally, the amount
the estate or trust has “at-risk” limits the loss
you may deduct for any taxable year. Get federal
Form 6198, At-Risk Limitations, to figure the
deductible loss for the year. Be sure to use
California amounts.

Passive Activity Loss and Credit Limitations.
IRC Section 469 (which California incorporates by
reference) generally limits deductions from
passive activities to the amount of income derived
from all passive activities. Similarly, credits from
passive activities are limited to tax attributable to
such activities. These limitations are first applied
at the estate or trust level. Get the instructions for
federal Form 1041 for more information on the
passive activities loss and credit limitation rules.
Get form FTB 3801, Passive Activity Loss
Limitations, to figure the amount of allowable
passive activity loss. Get form FTB 3801-CR,
Passive Activity Credit Limitations, to figure the
amount of credit allowed for the current year.

K Special Rule for Blind Trust

If you are reporting income from a qualified blind
trust (under the Ethics in Government Act of
1978), do not identify the payer of any income to
the trust, but complete the rest of the return as
provided in the instructions. Also, write “BLIND
TRUST” at the top of Form 541, Side 1.

L Multiple Trust Rules

Two or more trusts are treated as one trust if the
trusts have substantially the same grantor(s)
and substantially the same primary
beneficiary(ies), and if a principal purpose of the
use of multiple trusts is avoidance of tax. This
provision applies only to that portion of the trust
that is attributable to contributions to corpus
made after March 1, 1984.

M Interest and Penalties

Interest. Interest will be charged on taxes not
paid by the due date, even if the return is filed by
the extended due date.

Late filing of return. A penalty is assessed if the
return is filed after the due date (including
extensions), unless there was reasonable cause
for filing late. The penalty is 25% if the return is
filed after the extended due date. If the return is
filed more than 60 days after the extended due
date, the minimum penalty is $100 or 100% of
tax due on the return, whichever is less.

Late payment of tax. A penalty is assessed for
not paying tax by the due date unless there was
reasonable cause for not paying on time. The
penalty is 5% of the unpaid tax plus one-half of
1% for each month, or part of a month, that the
tax is late, up to a maximum of 25%.

Note: If an estate or trust is subject to both the
penalty for failure to file a timely return and the

penalty for failure to pay the total tax by the due
date, a combination of the two penalties may be
assessed, but the total will not exceed 25% of
the unpaid tax.

Penalty for failure to provide Schedule K-1.
The fiduciary is required to provide a

Schedule K-1 (541) to each beneficiary who
receives a distribution of property or an allocation
of an item of the estate. A penalty of $50 per
beneficiary (not to exceed $100,000 for any
calendar year) will be imposed on the fiduciary if
this requirement is not satisfied.

Note: If the estate or trust includes interest or any
of these penalties with the payment, identify and
enter these amounts in the bottom margin of
Form 541, Side 1. Do not include the interest or
penalty in the tax due on line 32 or reduce the
overpaid tax on line 33.

Other penalties. Other penalties may be
assessed for: a check returned by your bank for
insufficient funds; accuracy related matters; and
fraud.

N Attachments

If the estate or trust needs more space on the
forms or schedules, attach separate sheets
showing the same information in the same order
as on the printed forms.

Enter the estate’s or trust’s FEIN on each sheet.
Also, use sheets that are the same size as the
forms and schedules and indicate clearly the line
number of the printed form to which the
information relates. Show the totals on the
printed forms.

O Rounding to Whole-Dollar
Amounts

The estate or trust should show the monetary
amounts on the return and accompanying
schedules as whole-dollar amounts.

P Miscellaneous Items
California law follows federal law in the areas of:

Accounting methods;

Separate shares in a single trust;
Separate shares in a single estate;
Blind trusts;

Multiple trusts;

Simple and complex trusts;
Common trust funds; and

Excess distributions.

Liability for tax. The fiduciary is liable for
payment of the tax. Failure to pay the tax may
result in the fiduciary being held personally
liable. See R&TC Sections 19071 and 19516.

Estate income to be reported. If a decedent, at
the date of death, was a resident of California,
the entire income of the estate must be reported.
If a decedent, at the date of death, was a
nonresident, only the income derived from
sources within California should be reported.

Trust Income to be Reported from sources:

Income retained by a trust is taxable to the trust.
Income from California sources is taxable
regardless of the residence of the fiduciaries and
beneficiaries. R&TC Sections 17742 through
17745 provide that the taxability of non-
California source income retained by a trust and

allocated to principal depends on the residence
of the fiduciaries and noncontingent beneficia-
ries, not the person who established the trust.
Contingent beneficiaries are not relevant in
determining the taxability of a trust.

There are five different situations that can occur
when determining the taxability of a trust. The
situations and treatment are:

1. If the trustee (or all the trustees, if more than
one) is a California resident, the trust is taxed
on all income from all sources (R&TC
Section 17742).

If the noncontingent beneficiary (or all the
noncontingent beneficiaries, if more than
one) is a California resident, the trust is taxed
on all income from all sources (R&TC
Section 17742).

3. If at least one trustee is a California resident
and at least one trustee is a nonresident and
all beneficiaries are nonresidents, the trust is
taxed on all California source income plus
the proportion of all other income that the
number of California resident trustees bears
to the total number of trustees (R&TC
Section 17743).

4. If all of the trustees are nonresidents and at
least one noncontingent beneficiary is a
California resident and at least one
noncontingent beneficiary is a nonresident,
the trust is taxed on all California source
income plus the proportion of all other
income that the number of California resident
noncontingent beneficiaries bear to the total
number of noncontingent beneficiaries
(R&TC Section 17744).

5. If the trust has resident and nonresident
trustees and resident and nonresident
noncontingent beneficiaries, both situations
3 and 4 apply.

The R&TC and accompanying regulations do not
discuss the situation where some fiduciaries and
some beneficiaries are nonresidents (situation
5). FTB Legal Ruling No. 238, October 27, 1959,
provides the following method for allocating
non-California source income where there is a
mixture of California resident and nonresident
fiduciaries, and California resident and nonresi-
dent noncontingent beneficiaries.

n

Example:

Assume that the total taxable income of the
trust is $90,000 and is not sourced in California.
There are three trustees, one of whom is a
resident of California (1/3). There are two
noncontingent income beneficiaries, one of
whom is a resident of California (1/2). A
noncontingent beneficiary or vested beneficiary
is one whose interest is not subject to a
condition precedent. A condition precedent is
one which must happen before some right
dependent thereon accrues, or some act
dependent thereon is performed. (Survivorship
is a condition precedent.) The amount of income
taxable by California is calculated in the
following steps:

1. Taxable income is first allocated to California
by the ratio of the number of California
fiduciaries to the total number of trustees.
The trustee calculation is 1/3 of $90,000 =
$30,000;
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2. The amount allocated to California in that
ratio (from Step 1) is subtracted from total
taxable income. The amount for the next
allocation is $60,000 ($90,000 — $30,000);

3. The remainder of total income is then
allocated to California by the ratio of the
number of California noncontingent
beneficiaries to the total number of
noncontingent beneficiaries. The beneficiary
calculation is 1/2 of $60,000 = $30,000; and

4. The sum of the fiduciary calculation and the
noncontingent beneficiary calculation is the
amount of non-California source income
taxable by California. The fiduciary income
calculation of $30,000 plus the beneficiary
income calculation of $30,000 equals the
income taxable by California of $60,000.

The apportionment described above does not
apply when the interest of a beneficiary is
contingent. See R&TC Section 17745 regarding
taxability in such cases.

Deductions upon termination. A deduction shall
be allowed to the beneficiaries succeeding to the
property of the estate or trust if, upon termina-
tion, the estate or trust has (1) a capital loss
carryover, or (2) for its last taxable year,
deductions (other than the charitable deduction)
in excess of gross income, or (3) a net operating
loss.

Tax-exempt income. California does not tax:

< Interest on governmental obligations.
Interest derived from bonds issued by
California or its political subdivisions, the
federal government, the District of Columbia
(issued before December 24, 1973), or
territories of the United States is not taxable
by California.

« Proceeds of insurance policies. In general,
a lump sum payable at the death of the
insured under a life insurance policy is
excludable from gross income of the
recipient.

e Miscellaneous items wholly exempt from
tax. (1) Gifts (not received as a consideration
for services rendered), money or property
acquired by bequest, devise, or inheritance
(but the income derived therefrom is
taxable); and, (2) Income, other than rent,
derived by a lessor of real property upon the
termination of a lease, representing the value
of such property attributable to buildings
erected or other improvements made by the
lessee.

Withholding at source on nonresident
beneficiaries. Fiduciaries must withhold tax on
payments of income from California sources that
are not subject to payroll withholding and made
to nonresident beneficiaries. See R&TC Sections
18662 through 18677. Get Form 592, Nonresi-
dent Withholding Annual Return, and Form 592-
B, Nonresident Withholding Tax Statement, to
report the withholding.

See Title 18, Cal. Code Reg. Sections 17951-
1(c), 17951-2, and 17953 regarding taxability of
distributions to nonresident beneficiaries.

Tax certificate. If assets that exceed $100,000
in fair market value (FMV) are distributable to
one or more nonresident beneficiaries and the
FMV of the estate’s assets exceeded $400,000 at
the date of death, then pursuant to R&TC

Section 19513, the fiduciary must obtain a tax
clearance certificate prior to court approval of
the fiduciary’s final account. To request the
certificate, file form FTB 3571, Request for
Estate Income Tax Certificate, at least 30 days
prior to the court date for the hearing on the
petition for final distribution of the estate assets.

Note: At the time this booklet was being
produced, amendments to Title 18, Cal. Code. of
Reg. Section 19513 had not been finalized. The
amendments to this regulation would change the
amounts from 100,000 to $250,000 and
$400,000 to $1,000,000 respectively. For further
guidance as to the proper amount to use,
monitor our Website at: www.ca.gov

Specific Line Instructions

Identification Area

Follow the instructions for federal Form 1041
when completing the identification area on
Form 541, Side 1. California law is generally the
same as federal law in the areas of:

< Simplified filing requirements;
e Method of reporting;

* Pooled income fund;

* Amended returns;

« Final returns; and

« Nonexempt charitable and split-interest
trusts.

Principal Business Activity (PBA) Code: If the
estate or trust was engaged in a trade or
business during the taxable year, enter the
principal business activity code used on the
federal Schedule C or Schedule C-EZ.

Private Mailbox: If you lease a private mailbox
(PMB) from a private business rather than a PO
box from the United States Postal Service,
include the box number in the field labeled “PMB
no.” in the address area.

Amended Return: If you are filing an amended
Form 541, check the box labeled “Amended
return.” Complete the entire return, correct the
lines needing new information, and recompute
the tax liability. On an attached sheet, explain the
reason for the amendments and identify the lines
and amounts being changed on the amended
return. Include the fiduciary name and FEIN on
each attachment.

If the amended return results in a change to
income, or a change in distribution of any
income or other information provided to a
beneficiary, an amended Schedule K-1 (541)
must also be filed with the amended Form 541
and given to each beneficiary. Write
“AMENDED” across the top of the amended
Schedule K-1 (541).

Income

Reminder: Whole numbers should be shown on
the return and accompanying schedules.

Line 1 - Interest income

Enter the total of all taxable interest including
any original issue discount bonds and income
received as a holder of a regular interest in a
REMIC.

Note: If you filed Form 1120-RIC or Form 1120-
REIT, file Form 100 instead of Form 541.

Line 2 — Dividends
Enter the total of all taxable dividends.

Line 3 — Business income or (loss)

If the estate or trust was engaged in a trade or
business during the taxable year, complete form
FTB 3885F, Depreciation and Amortization, and
attach it to Form 541. Also complete and attach
a copy of federal Schedule C or C-EZ using
California amounts. Follow federal instructions
for “Depreciation, Depletion, and Amortization,”
regarding dividing the deductions between the
fiduciary and the beneficiary(ies).

Line 4 — Capital gain or (loss)

Enter from Schedule D (541), Capital Gain or
Loss, the gain or (loss) from the sale or
exchange of capital assets. See the instructions
for Schedule D (541).

Line 5 — Rents, royalties, partnerships, other
estates and trusts, etc.

Enter the total of net rent and royalty income or
(loss) and the total income or (loss) from
partnerships and other estates, or trusts. Do not
include amounts for:

e Interest (enter on line 1);
< Dividends (enter on line 2);

e Capital gain or (loss) (enter on Schedule D
(541)); and

e Ordinary gain or (loss) (enter on
Schedule D-1, Sales of Business Property).

Complete and attach federal Schedule E,
Supplemental Income and Loss, using California
amounts. Attach form FTB 3885F to report any
depreciation and amortization deduction.

Follow federal instructions for information on
how to divide the deductions for depreciation,
depletion, and amortization between the
fiduciary and the beneficiary(ies).

Note: Elections to expense certain depreciable
business assets under IRC Section 179 and R&TC
Sections 17267.2, 17267.6, and 17268 do not
apply to estates and trusts.

Any losses or credits from passive activities may
be limited. See General Information J for
information about passive activity loss limita-
tions.

Line 6 — Farm income or (loss)

Enter the net income or (loss) from farming
during the taxable year. Attach federal
Schedule F, Profit or Loss From Farming, using
California amounts. Attach form FTB 3885F to
report any depreciation and amortization
deduction. Follow federal instructions for
“Depreciation, Depletion, and Amortization” for
dividing the deductions between the fiduciary
and the beneficiary(ies).

Line 7 — Ordinary gain or (loss)

Enter from Schedule D-1, Sales of Business
Property, the gain or (loss) from the sale or
exchange of property other than a capital asset
and also from involuntary conversions (other
than casualty or theft). Get the instructions for
Schedule D-1 for more information.
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Line 8 — Other income

Enter the total taxable income not reported
elsewhere on Side 1. State the nature of the
income. Attach a separate sheet if necessary.

Examples of income to be reported on line 8 are:

« Unpaid compensation received by the
decedent’s estate that is income in respect of
a decedent;

e The estate’s or trust’s share of aggregate
income or loss that is ordinary income, if the
estate or trust is a shareholder of an
S corporation. Enter the name and FEIN of
the corporation. Report capital gain income,
dividend income, etc., on other appropriate
lines;

» The estate’s or trust's share of taxable income
or (loss) if the estate or trust is a holder of a
residual interest in a REMIC. You should
receive Schedule K-1 (541 or 565) and
instructions from the REMIC. Get federal
Schedule E, Supplemental Income and Loss,
Part IV, instructions for reporting require-
ments; also, attach federal Schedule E; and

e Any part of a total distribution shown on
federal Form 1099-R, Distributions From
Pensions, Annuities, Retirement or Profit-
Sharing Plans, IRAs, Insurance Contracts,
etc., that is treated as ordinary income.

Get California Schedule G-1, Tax on Lump-Sum
Distributions, for more information.

Deductions

All deductions entered on line 10 through

line 15¢ must include only the fiduciary’s share
of deductions related to taxable income. If the
estate or trust has tax-exempt income, the
amounts included on line 10 through line 15¢
must be reduced by the allocable portion
attributed to tax-exempt income. See federal
Form 1041 instructions, “Allocation of Deduc-
tions for Tax-Exempt Income,” for information
on how to determine the allocable amount to
enter on line 10 through line 15c.

California law follows federal law for:

< Fiduciary, attorney, accountant, and return
preparer fees;

e Limited deductions for losses arising from
certain activities;

e Limited deductions for farming syndicates
that had a change in membership or were
established in 1977 (see IRC Section 464);
and

e Bankruptcy estates: See 11 USC 346(e) for
California deductions allowed for expenses
incurred during administration.

Line 10 — Interest

Enter any deductible interest paid or incurred
that is not deductible elsewhere on Form 541.
Attach a separate schedule showing all interest
paid or incurred. Do not include interest on a
debt that was incurred or continued in order to
buy or carry obligations on which the interest is
tax-exempt. If unpaid interest is due to a related
person, get federal Publication 936, Home
Mortgage Interest Deduction, for more
information.

The amount of investment interest deduction is
limited. Get form FTB 3526, Investment Interest
Expense Deduction, to compute the allowable
investment interest expense deduction. Any

disallowed investment interest expense is
allowed as a carryforward to the next taxable
year. See IRC Section 163(d) and get federal
Publication 550, Investment Income and
Expenses, for more information.

If the allowable part of the excess investment
interest expense is deductible and a completed
form FTB 3526 is required, write “FTB 3526
attached” on line 10. Then add the deductible
investment interest to the other types of
deductible interest and enter the total on line 10.

Line 11 — Taxes

Enter any deductible property taxes paid or
incurred during the taxable year that are not
deductible elsewhere on Form 541. Attach a
separate schedule showing all taxes paid or
incurred during the taxable year.

Do not deduct:

e Taxes assessed against local benefits that
increase the value of the property assessed,;

« Income or profit taxes imposed by the federal
government, any state, or foreign country;

« Taxes computed as an addition to, or
percentage of, any taxes not deductible under
the law;

e Legacy, succession, gift, or inheritance taxes;
and

« Sales and local general sales and use taxes.

Line 12 — Fiduciary fees

Enter the deductible fees paid to the fiduciary

for administering the estate or trust and other
allowable administration costs incurred during
the taxable year.

Allowable administration costs are those costs
that were incurred in connection with the
administration of the estate or trust that would
not have been incurred if the property were not
held in such estate or trust. These administration
costs are not subject to the 2% floor. See
instructions for line 15b.

Line 13 — Charitable deduction
Enter the amount from Form 541, Side 2,
Schedule A, line 7.

Line 14 — Attorney, accountant, and return
preparer fees

Enter deductible attorney, accountant, and
return preparer fees paid for the estate or the
trust.

Line 15a — Other deductions NOT subject to the
2% floor

Explain on a separate schedule all other
authorized deductions that are not deductible
elsewhere on Form 541. Enter the total on

line 15a.

Include any net interest deduction on interest
earned on an enterprise zone (EZ) or targeted tax
area (TTA) investment that is more than the
expense of earning that interest. Attach form

FTB 3805Z, Enterprise Zone Deduction and Credit
Summary, or form FTB 3809, Targeted Tax Area
Deduction and Credit Summary.

Casualty losses. California law generally follows
federal law. See federal Form 4684, Casualties
and Thefts.

Net operating loss deductions. California law
generally follows federal law except that 55% of
the loss can be carried forward and there are no

carrybacks. See R&TC Sections 17276 through
17276.6 and get form FTB 3805V, Net Operating
Loss (NOL) Computation and NOL and Disaster
Loss Limitations — Individuals, Estates, and
Trusts; form FTB 3805Z, Enterprise Zone
Deduction and Credit Summary; form FTB 3806,
Los Angeles Revitalization Zone Deduction and
Credit Summary; and form FTB 3807, Local
Agency Military Base Recovery Area (LAMBRA)
Deduction and Credit Summary, for more
information.

Line 15b — Allowable miscellaneous itemized
deductions subject to the 2% floor
Miscellaneous itemized deductions are
deductible only to the extent that the aggregate
amount of such deductions exceeds 2% of
adjusted gross income (AGI).

The term “miscellaneous itemized deductions”
does not include deductions relating to:

e Interest under IRC Section 163;

e Taxes under IRC Section 164; and

< Amortization of bond premium under IRC
Section 171.

For more exceptions, see IRC Section 67(b).

For estates and trusts, AGI is computed by

subtracting the following from total income

(line 9):

e Fiduciary fees of the estate or trust (line 12);

e Income distribution deduction (line 18); and

e Other deductions claimed on line 10 through
line 15a that were incurred in the conduct of
a trade or business or the production of
income.

See the federal Form 1041 instructions for more
information regarding the income distribution
deduction and AGI computation.

Note: Generally, you will have to complete
Schedule P (541) if the estate or trust takes an
income distribution deduction under IRC Section
651 or IRC Section 661.

Unallowable deductions. Deductions are not
allowed on Form 541 for:

« Expenses that are allocable to one or more
classes of income (other than interest
income) exempt from tax;

e Any amount relating to expenses for
production of income that is allocable to
interest income exempt from tax. For the
treatment of interest ex